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the corporate credit union’s contractual ex-
posure less any recourse liability account es-
tablished in accordance with Generally Ac-
cepted Accounting Principles. This limita-
tion does not apply when a corporate credit
union provides credit enhancement beyond
any contractual obligation to support assets
it has sold.

(ii) Mortgage-related securities or partici-
pation certificates retained in a mortgage
loan swap. If a corporate credit union holds
a mortgage-related security or a participa-
tion certificate as a result of a mortgage
loan swap with recourse, it must hold risk-
based capital to support the recourse obliga-
tion and that percentage of the mortgage-re-
lated security or participation certificate
that is not covered by the recourse obliga-
tion. The total amount of risk-based capital
required for the security (or certificate) and
the recourse obligation is limited to the
risk-based capital requirement for the under-
lying loans, calculated as if the corporate
credit union continued to hold these loans as
an on-balance sheet asset.

(iii) Related on-balance sheet assets. If an
asset is included in the calculation of the
risk-based capital requirement under this
Section II(c) and also appears as an asset on
the corporate credit union’s balance sheet,
the corporate credit union must risk-weight
the asset only under this Section II(c), ex-
cept in the case of loan servicing assets and
similar arrangements with embedded re-
course obligations or direct credit sub-
stitutes. In that case, the corporate credit
union must separately risk-weight the on-
balance sheet servicing asset and the related
recourse obligations and direct credit sub-
stitutes under this section, and incorporate
these amounts into the risk-based capital
calculation.

(5) Obligations of CUSOs. All recourse obli-
gations and direct credit substitutes re-
tained or assumed by a corporate credit
union on the obligations of CUSOs in which
the corporate credit union has an equity in-
vestment are risk-weighted in accordance
with this Section II(c), unless the corporate
credit union’s equity investment is deducted
from the credit union’s capital and assets
under §704.2 and §704.3.

(d) Collateral. The only forms of collateral
that are recognized for risk-weighting pur-
poses are cash on deposit in the corporate
credit union; Treasuries, U.S. Government
agency securities, and U.S. Government-
sponsored enterprise securities; and securi-
ties issued by multilateral lending institu-
tions or regional development banks. Claims
secured by cash on deposit are assigned to
the zero percent risk-weight category (to the
extent of the cash amount). Claims secured
by securities are assigned to the twenty per-

§704.21

cent risk-weight category (to the extent of
the fair market value of the securities).

[75 FR 64852, Oct. 20, 2010, as amended at 77
FR 74111, Dec. 13, 2012]

§704.21 Enterprise risk management.

(a) A corporate credit union must de-
velop and follow an enterprise risk
management policy.

(b) The board of directors of a cor-
porate credit union must establish an
enterprise risk management com-
mittee (ERMC) responsible for review-
ing the enterprise-wide risk manage-
ment practices of the corporate credit
union. The ERMC must report at least
quarterly to the board of directors.

(c) The ERMC must include at least
one independent risk management ex-
pert. The risk management expert will
have post-graduate education; an actu-
arial, accounting, economics, financial,
or legal background; and at least five
years experience in identifying, assess-
ing, and managing risk exposures. The
risk management expert’s experience
must also be commensurate with the
size of the corporate credit union and
the complexity of its operations. The
board of directors may hire the inde-
pendent risk management expert to
work full-time or part-time for the
ERMC or as a consultant for the
ERMC.

(d) A risk management expert quali-
fies as independent if:

(1) The expert reports to the ERMC
and to the corporate credit union’s
board of directors;

(2) Neither the expert, nor any imme-
diate family member of the expert, is
supervised by, or has any material
business or professional relationship
with, the chief executive officer (CEO)
of the corporate credit union, or any-
one directly or indirectly supervised by
the CEO; and

(3) Neither the expert, nor any imme-
diate family member of the expert, has
had any of the relationships described
in paragraph (d)(2) of this section for at
least the past three years.

(e) The risk management expert is
not required to be a director of the cor-
porate credit union.

[76 FR 23871, Apr. 29, 2011]
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